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Strata Property Act — Depreciation Reports

Edward L. Wilson

Introduction

In December of 2009 the Strata Property Amendment Act (Bill 8) was
adopted. Section 15 of Bill 8 amended section 94 of the Strata Property Act,
establishing the new requirement for depreciation reports. Regulations
adopted on December 13, 2011 brought section 94 of the Strata Property Act
into effect.

Therefore, as of December 13, 2011, unless exempted, all BC strata
corporations must obtain a depreciation report. Strata corporations that are
not exempt must obtain their depreciation reports by December 13, 2013 and
updated depreciation reports must be obtained every 3 years.

Public Policy

The public policy reasons behind the requirement for depreciation reports arise
out of the view that planning is necessary for each strata corporation to protect
the common property and common assets of the strata corporation. The theory
is that maintenance is the best way for the strata corporation to reduce the
costs related to its common property and assets. Long term planning and
maintenance will prolong the life cycle of the building systems, allow strata
corporations to plan renewals on a non-emergency basis and reduce
premature failures of systems and the costly resultant damage.

The depreciation report is intended as a long term planning tool for
maintenance and renewals of common property and common assets that a
strata corporation is required to maintain and repair. With their adoption in BC,
depreciation reports will now be required in six Canadian provinces.

What Is A Depreciation Report?

A depreciation report includes:

a) a physical inventory of commonly owned assets;

b) an evaluation based on an on-site visual inspection;

c) all repair, renewal and maintenance costs anticipated for each asset
for a 30 year planning horizon;

d) factors used to calculate costs (i.e. inflation, taxes, interest rates); and

e) the current balance of the contingency reserve fund and a minimum of 3 cash flow funding models.
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Why Get A Depreciation Report?

The advantages and disadvantages of having a depreciation report prepared include:
Advantages:

a) to be in compliance with the Strata Property Act;

b) to fulfill the fiduciary duty of the Strata Council;

c) to provide the owners with a plan for the establishment and maintenance of adequate funding for current
and future repairs and replacements;

d) to equitably distribute the proportionate share of component costs to each owner, regardless of their
period of ownership;

e) ifimplemented appropriately, the plan should reduce the risk of requirements for future special
assessments;

f)  prolong the life of building components through planned maintenance;

g) resultin improved condition and maintenance of the building components, which will help to sustain re-
sale values and reduce overall long-term repair and replacement costs;

h) facilitate sales and financing by strata lot owners;
i) encourage better planning for major repairs to common property; and

j) improve disclosure of the condition of common property and reduce the number of financial “surprises”
for buyers of strata properties.

Disadvantages:

a) it is nearly impossible for a strata council or a committee of owners to complete the required
depreciation report on their own;

b) hiring a “qualified person” to complete a depreciation report every 3 years is a major expenditure for a
strata corporation; and

c) backlogs and waiting lists should be anticipated as it will be a challenge for the limited number of
qualified professionals in BC to complete up to 14,000 such reports by December 2013.

Exemption and Waivers

As of December 13, 2011, unless exempted, all BC strata corporations, including bare land strata
corporations, must obtain a depreciation report. Strata corporations that are not exempt must obtain their
depreciation reports by December 13, 2013 and updated depreciation reports must be obtained every 3 years.
However, there are two exemptions provided in the Strata Property Act which will allow strata corporations to
avoid the depreciation report requirement.

Strata corporations with fewer than 5 strata lots are not required to obtain depreciation reports, nor are they
required to hold a % vote to exempt themselves from the requirement.
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A strata corporation with more than 4 strata lots can release themselves from the obligation to obtain a
depreciation report by a resolution adopted by a % vote at an annual general meeting or a special general
meeting.

If strata corporations opt to exempt themselves by way of a % vote, they have 18 months from their last
successful exemption vote to either hold another vote providing for a further exemption or obtain a depreciation
report. This means a strata corporation not wanting a depreciation report will have to waive its requirement at
each annual general meeting. In practice this means that, if votes to exempt are being held annually at annual
general meetings, there would still be about 6 months left to get a depreciation report done if the % vote did not
pass in a given year.

By permitting strata corporations to opt out of obtaining a depreciation report with a % vote the legislature has
significantly decreased the effectiveness of it revisions to the Strata Property Act. The likely course for the many
strata corporations that do not currently carry out any long term planning and maintenance, is that they will seek
to continue to ignore long term planning by obtaining a % vote. Thus the dividing a line between well maintained
and neglected strata corporations will continue.

The % vote threshold may also present governance problems for a strata corporation. A strata corporation may
consider a motion to waive the requirement for a depreciation report, and have a majority of the owners approve
the motion, but not get the required % vote, thus forcing them to proceed and commission a deprecation report.
The commission of the deprecation report will either require a positive % vote if it is to be funded by way of a
special levy, or a simple majority approval if it is to be funded through the annual budget. However, as a
majority of owners have rejected the need for a deprecation report, the owners may refuse to approve the
necessary funding. Therefore, it is feasible that the minority of the owners, who want a depreciation report, will
block a successful waiver vote, while the majority of the owners who do not favour commissioning the report will
be able to block the funding of the report, thus creating a stalemate that will not be easily resolved.

Different strata corporations take different positions as to the appropriate method for funding the cost of
obtaining a depreciation report. The operating fund is intended to pay for routine expenses of a strata
corporation and the courts have generally held that extraordinary expenses (expenses occurring less frequently
than once a year or which do not normally occur) should be paid out of the contingency reserve fund or be
funded by a special levy, both of which require a % vote. In other cases, the courts have held that repair
expenditures that will continue over several years can be incorporated into the budget’s operating fund which
only needs a majority vote to be approved by the owners. As a deprecation report needs to be prepared and
then updated every 3 years, my view is the cost of a deprecation report should be funded by a special levy with
a % vote. However, until we have a court decision, it will not be clear whether or not this is the correct view.

Existing Reports

If a strata corporation has already obtained a report that complies with the provisions of section 94 and the
Strata Property Regulations, they will not need to obtain a new depreciation report by December 31, 2013, but
such report will have to be updated every 3 years unless waived by a % vote.

Who Can Prepare Depreciation Reports?

Given the wide range of strata properties, strata corporations have been given enormous flexibility in selecting
the person or consultant best-suited to analyze their particular property.

The depreciation report must be prepared by a qualified person. A “qualified person” is defined by the Strata
Property Act as any person who has the knowledge and expertise to understand the individual components,
scope and complexity of the strata corporation’s common property, common assets and those parts of a strata
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lot or limited common property, that the strata corporation is responsible to maintain or repair under the Strata
Property Act, and to prepare a depreciation report in compliance with the Strata Property Act.

The primary groups of professionals generally considered to be qualified are either professional engineers, or
other professionals including members of the Appraisal Institute of Canada Accredited Appraisers (AACI’s) who
have completed the Real Estate Institute of Canada Reserve Fund Planning program, which provides the
professional designation of CRP (Certified Reserve Planner). CRP designated professionals conduct Functional
Reserve Fund Studies. A functional reserve fund study is described as a financial document, and incorporates
both a physical analysis and a financial analysis of the strata corporation, as required by the BC legislation.

The Strata Property Regulations require that the depreciation report provide the report author’s name,
qualifications, whether they have errors and omissions insurance and their relationship to the strata corporation.

The Depreciation Report

A. Supporting Documentation

In order to assist a qualified person in preparing the depreciation report, a strata corporation will have to provide
the qualified person with access to the strata corporation’s records and documents. At a minimum, a copy of the
registered strata plan, any registered bylaw amendments, and any information relating to the condition of the
property should be provided. Other documents that the qualified person may need to review include:

e Operating budget;

e Current balance sheet, including the contingency reserve fund balance and any investments and assets;

e General ledger;

e Copies of invoices relevant to operations and repairs;

e Current insurance certificate or insurance appraisal;

e Any reciprocal easements/service agreements/air parcel agreements;

¢ Any leases and licenses (enterphone systems, parking garage use);

e Any agreements granting third party use of and access to the strata property;

e Prints, plans and drawings — architectural, structural, mechanical, electrical, fire protection and other
systems;

e Any prior investigation reports: maintenance, repair, investigation etc.;
¢ Annual fire inspection report;

¢ Maintenance manuals;

e Maintenance logs;

e Registered strata plan and any amendments;
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Registered bylaws and any amendments;

Any bylaws where the strata corporation has taken responsibility for the maintenance and repair of
part of a strata lot;

Any information and bylaws relating to sections;
Any registered allocations of limited common property;

Any alteration agreements where an owner has taken responsibility for the cost of the maintenance or
renewal of the alteration; and

Lawsuits or arbitration decisions that impact property use, maintenance repair or obligation.

B. What is included in the Depreciation Report?

The depreciation report must include all of the following:

a)

b)

a physical component inventory and evaluation of the common property and common assets;

a summary of repairs and maintenance work for common expenses respecting the common property
and common assets that usually occur less often than once a year or that do not usually occur;

a financial forecasting section outlining the anticipated maintenance, repair and replacement costs for
common expenses that usually occur less often than once a year or that do not usually occur, projected
over 30 years; and

the name of the person from whom the depreciation report was obtained and a description of
i.  that person’s qualifications,
ii. the error and omission insurance, if any, carried by that person, and

iii. the relationship between that person and the strata corporation.

C. Physical Inventory and Evaluation

The physical inventory and evaluation must:

a)

b)

be based on an on-site visual inspection of the site and, where practicable be conducted by the person
preparing the depreciation report,

include a description and the estimated service life for 30 years of those items that comprise the
common property, the common assets and those parts of a strata lot or limited common property that
the strata corporation is responsible to maintain or repair under the Strata Property Act, the strata
corporation’s bylaws or an agreement with an owner, including, but not limited to, the following items:

i. the building's structure;
ii. the building's exterior, including roofs, roof decks, doors, windows and skylights;

iii. the building's systems, including the electrical, heating, plumbing, fire protection and
security systems;
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iv. common amenities and facilities;

V. parking facilities and roadways;

Vi. utilities, including water and sewage;
vii. landscaping, including paths, sidewalks, fencing and irrigation;
viii. interior finishes, including floor covering and furnishings;

iX. green building components;
X. balconies and patios, and

c) identify common property and limited common property that individual strata lot owners, and not the
strata corporation, are responsible to maintain and repair.

D. Financial Forecast
The financial forecasting section must include:
a) the anticipated maintenance, repair and replacement costs for common expenses that usually occur less
often than once a year or that do not usually occur, projected over 30 years, beginning with the current

or previous fiscal year of the strata corporation;

b) a description of the factors and assumptions, including interest rates and rates of inflation, used to
calculate the costs;

c) a description of how the contingency reserve fund is currently being funded;

d) the current balance of the contingency reserve fund minus any expenditures that have been approved
but not yet taken from the fund; and

e) atleast 3 cash-flow funding models for the contingency reserve fund relating to the maintenance, repair
and replacement over 30 years, beginning with the current or previous fiscal year of the strata
corporation.

The cash-flow funding models may include any one or more of the following:

a) balances of, contributions to and withdrawals from the contingency reserve fund;

b) special levies; and

c) borrowings.

If a strata corporation contributes to the contingency reserve fund based on a depreciation report, those

contributions become part of the contingency reserve fund and may be spent for any purpose permitted under
section 96 of the Strata Property Act.
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Implementation of the Depreciation Report’s Recommendation

Strata corporations are not required to fund the recommendations in the depreciation report. Strata corporations
are also not required to fund their contingency reserve fund above the minimum previously required by the
Strata Property Act.

Section 6.1 of the Strata Property Regulations as recently amended, provides that the amount of the annual
contribution to the contingency reserve fund for a fiscal year, other than the fiscal year following the first annual
general meeting, must be determined as follows:

a) if the amount of money in the contingency reserve fund at the end of any fiscal year after the first annual
general meeting is less than 25% of the total amount budgeted for the contribution to the operating fund
for the fiscal year that has just ended, the annual contribution to the contingency reserve fund for the
current fiscal year must be at least the lesser of:

i. 10% of the total amount budgeted for the contribution to the operating fund for the current
fiscal year, and

ii. the amount required to bring the contingency reserve fund to at least 25% of the total
amount budgeted for the contribution to the operating fund for the current fiscal year;

b) if the amount of money in the contingency reserve fund at the end of any fiscal year after the first annual
general meeting is equal to or greater than 25% of the total amount budgeted for the contribution to the
operating fund for the fiscal year that has just ended, additional contributions to the contingency reserve
fund may be made as part of the annual budget approval process after consideration of the depreciation
report, if any, obtained under section 94 of the Strata Property Act.

With the amendments to the Strata Property Act, the owners may now approve with a simple majority vote,
“additional contributions” to the contingency reserve fund over and above the minimum required. Previously an
annual % vote was required to make contributions to the contingency reserve fund above 25% of the operating
budget.

There are however no consequences under the Strata Property Act for a strata corporation that obtains

depreciation report, but takes no steps to implement its recommendations. The reaction of the marketplace may
be the only real consequence in these situations.

Disclosure of Depreciation Reports

Effective December 13, 2011, a strata corporation’s most recent depreciation report must be attached to any
Information Certificate (Form B) provided by that strata corporation.

In addition to the depreciation report, as of March 1, 2012, the following items must be attached to an
Information Certificate:
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a) the rules of the strata corporation,
b) the current budget of the strata corporation, and

c) the rental disclosure statement filed pursuant to section 139 of the Strata Property Act.

By January 1, 2014 strata corporations will be required to provide additional information to prospective
purchasers regarding how parking stalls and storage lockers are allocated to the strata lot.

Impact of Requirement for Depreciation Reports

A. Strata Corporations

The requirement for depreciation reports, may impact the market value of strata lots. A thorough depreciation
report indicating that a strata corporation has a plan to address the long term maintenance requirements of their
building, will likely improve the value and marketability of the strata lots in the building. A depreciation report that
identifies significant deferred maintenance issues of looming major capital expenditures, will obviously negatively
impact the value and marketability of the strata lots.

Strata corporations may be liable if they fail to attach a current depreciation report to an Information Certificate
(Form B) provided to a purchaser or a mortgagee. Purchasers of strata lots are entitled to rely on the
information in the Information Certificate (Form B) (see sec. 59(5) of the Strata Property Act). If a strata
corporation fails to attach accurate information to the Form B Information Certificate, they may be bound by the
inaccurate information provided to the purchaser. Similar liability may arise to a potential mortgagee who relies
on an inaccurate information certificate.

B. Strata Agents

At a minimum, strata agents must advise their clients as to the requirement for a depreciation report under the
Strata Property Act. It is anticipated that most strata agents will as a matter of course, recommend to their
clients that they obtain depreciation reports. Strata agents may open themselves up to risk of liability if they
advise their strata corporation clients not to get a depreciation report. It is better left to the strata council and the
owners to make this important decision.

A strata agent may also be liable for situations in which they have recommended the wrong qualified person.
Strata agents should provide a list of qualified persons and assist the strata corporation in choosing a qualified
person, but the strata agent should not make the final decision.

The strata agent, even if otherwise qualified, should not be the one preparing a depreciation report for the strata
corporation.

Strata agent should ensure that the qualified person is provided with all relevant information in the possession of
the strata agent and the strata corporation or at least facilitate access to such records.

Strata agents may also be liable if they fail to attach a current depreciation report to an Information Certificate
(Form B). Purchasers of strata lots are entitled to rely on the information in the information certificate (see sec.
59(5) of the Strata Property Act). If strata agent fails to attach an accurate information certificate, the strata
corporation may be liable to the purchaser, and the strata corporation may in turn, make a claim against the
strata agent. Similar liability may arise to a mortgagee who relied on an inaccurate information certificate.

Strata agents should review the draft depreciation report to determine whether there are any obvious
inaccuracies or errors in the deprecation report.
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Strata agents may limit all such liability by good business practices and well-crafted language in the service
agreement made between the strata corporation and the strata agent.

C. Mortgages

Based on experience in other jurisdictions, it is anticipated that mortgagees will begin to require a copy of a
current depreciation report when considering mortgage applications. Without a current depreciation report,
mortgagees may refuse to consider, let alone approve a mortgage application.

Lenders may still refuse to approve a mortgage where they are provided with a current depreciation report, but
where no steps have been taken to implement the report's recommendations. Alternatively, they may factor into
the amount they are prepared to loan, a sum sufficient to pay the strata lot’s proportionate share of a potential
future special levy.

This will make it more difficult for prospective owners to purchase strata lots. This in turn may reduce the fair
market value of the strata lots, negatively impacting existing owners.

D. Developers
Commissioning Depreciation Reports

There are no specific developer’s obligations set out the Strata Property Act regarding depreciation reports.
Thus as the legislation currently stands, a developer building a project due to be completed in late 2013, would
have to have a depreciation report in place by December 13, 2013, to be in compliance with the Strata Property
Act. If they do not have one, the strata corporation would be in breach of the Strata Property Act and such
breach would presumably have to be disclosed under the Real Estate Development Marketing Act.

Currently there is no requirement that a developer marketing a new project provide purchasers with a
deprecation report. Time will tell if the provision of a deprecation report by the developer will become a
marketing advantage.

When choosing to commission a deprecation report as part of their project development and marketing, great
care should be taken by any developer not to make any additional representations as to the accuracy of the
depreciation report, or the expected life span of such items, as that may open up the developer to future
warranty claims.

Inventory

The Province has been involved in a consultation process with interested parties including developers, regarding
proposed regulatory changes to the Strata Property Act related to the developer’s obligation to provide
depreciation reports. The Province was considering requiring depreciation reports be provided as early as when
the strata plans were being registered in the Land Title Office. It has been suggested to government that
regulations be adopted that will provide that the depreciation report need only be obtained within 6 months after
the 2nd annual general meeting. In this scenario, developers would be required to provide documentation to
facilitate the preparation of the deprecation report (such as an inventory of capital items for the building), but will
not be responsible for obtaining a depreciation report. This inventory will assist the strata corporation in
preparing a depreciation report in the future. Strata Corporations would still have the option to decide at their 1st
or 2nd annual general meeting not to commission the deprecation report.

Assuming such a regulation is adopted; developers will probably not have to adjust their proposed estimated
budget for their project, as the cost of the deprecation report will be deferred until after the 2nd annual general
meeting. It is anticipated that any regulation adopted to address this issue, will address the timing of
depreciation reports for phased developments.
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Developers currently developing projects should discuss the development of a capital items inventory with their
architects, engineers and other consultants.

Provision of Depreciation Report by the Developer

Effective December 13, 2011, a strata corporation’s most recent depreciation report must be attached to any
Information Certificate (Form B) provided by that strata corporation including any Information Certificate provided
by the developer. If such a depreciation report does not exist, that would have to be disclosed in the Information
Certificate (Form B).

Older Projects

When preparing engineering or capital requirement reports for their building an investor owning all of the strata
lots in a building, should consider, ensuring that they comply with the depreciation report requirements, so that
they can be used as a depreciation report in any future marketing of their project. There is no specific exemption
from the requirement for obtaining a depreciation report for investors owning all the strata lots in a building, and
any investor owner wanting to be in technical compliance with the Strata Property Act will have to adopt the
required resolution if they wish to waive the requirement for a depreciation report.

“Underwater Buildings” and Redevelopment

Implementation of a depreciation report may not be possible in some strata corporations who have insufficient
operating and contingency reserve funds. This is a reality as some buildings have rapidly increasing capital
costs, with owners not having sufficient income to pay large special levies thereby making units in the project
unsellable.

Many parties have speculated that with any softening in the current condominium market, a number of strata lots
in older projects will be “under water”. If a building requires substantial capital repairs as described in the
depreciation report, combined with a general reduction in market value, many owners may find themselves
owning a strata lot worth less than their mortgage and may be unable to finance any potential strata fee levy.

Winding Up a Strata Corporation

It was always anticipated that older strata corporations would reach the end of their expected life and the owners
would want or need to redevelop their site. The Strata Property Act has always contained provisions allowing for
the cancellation of a strata plan and the winding up of a strata corporation.

The new requirement for depreciation reports may speed up the process for many older buildings. The cost to
repair the building or to bring it in compliance with depreciation reports may exceed any reasonable value of the
units even after they are repaired. This may encourage owners to either demolish the building and rebuild a new
strata building or sell to a developer who will do the same.

Section 272 of the Strata Property Act provides a mechanism to facilitate the winding up of a strata corporation
to allow its redevelopment by the existing owners or its sale to a developer. Section 272 provides the
mechanism for a strata plan to be cancelled and have all of the owners become tenants in common on a single
titte. However to do so, the strata corporation must adopt a unanimous resolution at an annual general or
special general meeting.

Such a process is generally very challenging for developers and has rarely been successful, as in most cases
there will be a few people for whatever their reasons (reasonable or irrational) who refuse to agree to the sale.
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Typically such a proposal only works where a developer is in a position to offer a sum greater than the fair
market value, such as situations where the current building is built under the permitted density or when a
rezoning is possible to increase the density.

Assuming the votes are there to support a unanimous resolution, the process of wind up of the strata corporation
is still extremely complex and time consuming.

Some owners may try to hold out, to obtain a higher purchase price for their unit. Developers will typically only
offer all purchasers a price based on the relative fair market value of the units. Developers may however be
required to offer a “premium” to any holdout owner. In some other transactions the other owners pay the
premium to the holdout owner. Any developer entering in such process must think long and hard as to the
appropriate strategy to adopt before embarking on the process.

Unanimous Vote

The “winding up” of a strata corporation requires a “unanimous vote” which is defined as a vote in favour by all
votes of all eligible voters. This requires all of the following to vote in favour:

all registered owners of all strata lots, except those for which a tenant has the right to vote under s. 147 or 148,
and those for which a mortgagee has the right to vote under s. 54(c) if the resolution is in respect of insurance,
maintenance, finance, or other matters affecting the security for the mortgage;

a) all tenants who have been assigned the right to vote under s. 147 or 148;

b) all mortgagees whose mortgages give them the right to vote, if the resolution is in respect of insurance,
maintenance, finance, or other matters affecting the security of the mortgage, and if they have given at
least three days’ written notice of their intention to vote;

c) under s. 56, persons holding proxies for one of the above with respect to the resolution; and

d) court appointed voters under s. 58.

Abstentions are effectively counted as votes against a unanimous vote resolution, and every strata lot has a vote
with respect to a unanimous vote resolution regardless of a bylaw adopted under s.53(2) of the Strata Property
Act suspending voting rights of strata lot owner who has not paid the strata fees.

If two or more persons are entitled to vote with respect to a strata lot, all must vote in favour for a unanimous
vote resolution to pass. Because of the impracticality of obtaining unanimous approval at a general meeting, a
unanimous resolution often takes the form of a written consent resolution.

Failure to obtain a Unanimous Vote

In situations where there is 95 percent approval for the winding up of the strata corporation, but not 100 percent
support, application may be made to the courts pursuant to section 52 the Strata Property Act to dispense with
the requirement for unanimous consent in certain circumstances.

The following preconditions must be met for an application to Supreme Court to proceed under s.52:

a) the strata corporation has 10 or more strata lots;

b) dissenting votes total less than five percent of the strata corporation’s votes, or no more than one strata
lot, whichever is less; and
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c) the owners pass a % vote resolution authorizing the court application.

The court may order that the vote proceed as if the dissenting voters had no vote, if it is satisfied the resolution is
in the best interest of the strata corporation and would not unfairly prejudice the dissenting voters. The courts
have not interpreted s.52 to date, but it seems likely that the case law under s.164 (preventing or remedying
unfair acts) would have some bearing on the question of whether a resolution is unfairly prejudicial to a voter.
The use of the term “voter” implies that a tenant or mortgagee, as well as an owner, may be entitled to
compensation under s.52.

Note that this option is not available when there are 9 or fewer strata lots in a strata corporation, which would
include a significant number of strata corporations.

A number of groups have encouraged the provincial government to consider reducing the voting threshold for
the Section 52 application to a lower percentage, while retaining the requirement to get court approval when the
unanimous resolution is not achievable.

A strata corporation should proceed with caution under s.52, as it may be required to pay money to a dissenting
voter. If the court finds in favour of the strata corporation, it may make “any other order it considers just,
including an order that the strata corporation offer to purchase a strata lot owner by a dissenting voter at its fair
market value or that the strata corporation otherwise compensate a dissenting voter”.
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Strata Property Act SBC Chap. 43

Depreciation Report

94 (1) In this section, “qualified person” has the meaning set out in the regulations.

(2) Subject to subsection (3), a strata corporation must obtain from a qualified person, on or before the following
dates, a depreciation report estimating the repair and replacement cost for major items in the strata corporation
and the expected life of those items:

(a) for the first time, the date that is 2 years after the coming into force of this section [This section
came into December 13, 2011 and thus the report must be obtained by December 13, 2013];

(b) if the strata corporation has, before or after the coming into force of this section, obtained a
depreciation report that complies with the requirements of this section, the date that is the prescribed
period after the date on which that report was obtained [3 years];

(c) if the strata corporation has, under subsection (3)(a), waived the requirement under this subsection
to obtain a depreciation report, the date that is the prescribed period [18 months] after the date on
which the resolution waiving the requirement was passed.

(3) A strata corporation need not comply with the requirement under subsection (2) to obtain a depreciation
report on or before a certain date if

(a) the strata corporation, by a resolution passed by a 3/4 vote at an annual or special general meeting
within the prescribed period, waives that requirement, or

(b) the strata corporation is a member of a prescribed class of strata corporations. [4 or fewer units]

(4) A depreciation report referred to in subsection (2) must contain the information set out in the regulations.

Strata Property Regulations

Contingency reserve fund contribution in first annual budget

3.4 For the purposes of section 93 of the Act, the amount of the annual contribution to the contingency reserve
fund for the fiscal year following the first annual general meeting must be determined as follows:

a) if the amount of money in the contingency reserve fund at the time of the first annual general meeting is
less than 25% of the estimated operating expenses for the 12 month period set out in the interim
budget, the annual contribution to the contingency reserve fund under the first annual budget must be at
least 10% of the total amount budgeted for the contribution to the operating fund for the 12 month period
covered by that budget;

b) if the amount of money in the contingency reserve fund at the time of the first annual general meeting is
at least 25% of the estimated operating expenses for the 12 month period set out in the interim
budget, additional contributions to the contingency reserve fund may be made as part of the annual
budget approval process after consideration of the depreciation report, if any, obtained under section 94
of the Act,
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Strata Contributions to Contingency Reserve Fund

6.1

For the purposes of section 93 of the Act, the amount of the annual contribution to the contingency

reserve fund for a fiscal year, other than the fiscal year following the first annual general meeting, must be
determined as follows:

a)

if the amount of money in the contingency reserve fund at the end of any fiscal year after the first annual
general meeting is less than 25% of the total amount budgeted for the contribution to the operating fund
for the fiscal year that has just ended, the annual contribution to the contingency reserve fund for the
current fiscal year must be at least the lesser of

i. 10% of the total amount budgeted for the contribution to the operating fund for the current
fiscal year, and

ii. the amount required to bring the contingency reserve fund to at least 25% of the total
amount budgeted for the contribution to the operating fund for the current fiscal year:

if the amount of money in the contingency reserve fund at the end of any fiscal year after the first annual
general meeting is equal to or greater than 25% of the total amount budgeted for the contribution to the
operating fund for the fiscal year that has just ended, additional contributions to the contingency reserve
fund may be made as part of the annual budget approval process after consideration of the depreciation
report, if any, obtained under section 94 of the Act.

Depreciation Report

6.2 (1) For the purposes of section 94 of the Act, a depreciation report must include all of the following:

f)

a physical component inventory and evaluation that complies with subsection (2);

a summary of repairs and maintenance work for common expenses respecting the items listed in
subsection (2) (b) that usually occur less often than once a year or that do not usually occur;

a financial forecasting section that complies with subsection (3);
the name of the person from whom the depreciation report was obtained and a description of
i. that person’s qualifications,
ii. the error and omission insurance, if any, carried by that person, and
iii. the relationship between that person and the strata corporation;
the date of the report;

any other information or analysis that the strata corporation or the person providing the depreciation
report considers appropriate.

(2) For the purposes of subsection (1) (a) and (b) of this section, the physical component inventory and
evaluation must

a) be based on an on-site visual inspection of the site and, where practicable, of the items listed in

paragraph (b) conducted by the person preparing the depreciation report,
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b) include a description and estimated service life over 30 years of those items that comprise the common
property, the common assets and those parts of a strata lot or limited common property, or both, that the
strata corporation is responsible to maintain or repair under the Act, the strata corporation’s bylaws or an
agreement with an owner, including, but not limited to, the following items:

i. the building's structure;
ii. the building's exterior, including roofs, roof decks, doors, windows and skylights;

iii. the building's systems, including the electrical, heating, plumbing, fire protection and
security systems;

iv. common amenities and facilities;

V. parking facilities and roadways;

Vi. utilities, including water and sewage;
vii. landscaping, including paths, sidewalks, fencing and irrigation;
viii. interior finishes, including floor covering and furnishings;

iX. green building components;
X. balconies and patios, and

c) identify common property and limited common property that the strata lot owner, and not the strata
corporation, is responsible to maintain and repair.

(3) For the purposes of subsection (1) (c), the financial forecasting section must include
the anticipated maintenance, repair and replacement costs for common expenses that usually occur less often
than once a year or that do not usually occur, projected over 30 years, beginning with the current or previous

fiscal year of the strata corporation, of the items listed in subsection (2) (b),

a) a description of the factors and assumptions, including interest rates and rates of inflation, used to
calculate the costs referred to in paragraph (a),

b) a description of how the contingency reserve fund is currently being funded,

c) the current balance of the contingency reserve fund minus any expenditures that have been approved
but not yet taken from the fund, and

d) atleast 3 cash-flow funding models for the contingency reserve fund relating to the maintenance, repair
and replacement over 30 years, beginning with the current or previous fiscal year of the strata
corporation, of the items listed in subsection (2) (b).

(4) For the purposes of subsection (3) (e), the cash-flow funding models may include any one or more of the
following:

a) balances of, contributions to and withdrawals from the contingency reserve fund;
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b) special levies;

c) borrowings.
(5) If a strata corporation contributes to the contingency reserve fund based on a depreciation report, the
contributions in respect of an item become part of the contingency reserve fund and may be spent for any
purpose permitted under section 96 of the Act.
(6) For the purposes of section 94 (1) of the Act, “qualified person” means any person who has the knowledge
and expertise to understand the individual components, scope and complexity of the strata corporation’s
common property, common assets and those parts of a strata lot or limited common property, or both, that the
strata corporation is responsible to maintain or repair under the Act, the strata corporation's bylaws or an
agreement with an owner and to prepare a depreciation report that complies with subsections (1) to (4).
(7) The following periods are prescribed:

a) for the purposes of section 94 (2) (b) of the Act, 3 years;

b) for the purposes of section 94 (2) (c) of the Act, 18 months;

c) forthe purposes of section 94 (3) (a) of the Act, the one year period immediately preceding the date on
or before which the depreciation report is required to be obtained.

(8) A strata corporation is prescribed for the purposes of section 94 (3) (b) of the Act if and for so long as there
are fewer than 5 strata lots in the strata plan.

For more information, please contact Edward L. Wilson at 604.631.9148.

Lawson Lundell LLP is a British Columbia Limited Liability Partnership. The information contained in this update is for general information purposes only. If you require legal advice or
further information, please contact one of the lawyers listed above.

Vancouver Calgary Yellowknife
Suite 1600, Cathedral Place Suite 3700, 205-5" Avenue S.W. P.0O. Box 818
925 West Georgia Street Bow Valley Square 2 Sute 200, 4915 — 48 Street
Vancouver, British Columbia Calgary, Alberta Yellowknife, Northwest Territories
Canada V6C 3L2 Canada T2P 2V7 Canada X1A 2N6
(T) 604.685.3456 (T) 403.269.6900 (T) 867.669.5500 Toll Free: 888.465.7608
(F) 604.669.1620 (F) 403.269.9494 (F) 867.920.2206
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	i. 10% of the total amount budgeted for the contribution to the operating fund for the current fiscal year, and
	ii. the amount required to bring the contingency reserve fund to at least 25% of the total amount budgeted for the contribution to the operating fund for the current fiscal year;

	b) if the amount of money in the contingency reserve fund at the end of any fiscal year after the first annual general meeting is equal to or greater than 25% of the total amount budgeted for the contribution to the operating fund for the fiscal year ...

	Disclosure of Depreciation Reports
	a) the rules of the strata corporation,
	b) the current budget of the strata corporation, and
	c) the rental disclosure statement filed pursuant to section 139 of the Strata Property Act.

	Impact of Requirement for Depreciation Reports
	“Underwater Buildings” and Redevelopment
	all registered owners of all strata lots, except those for which a tenant has the right to vote under s. 147 or 148, and those for which a mortgagee has the right to vote under s. 54(c) if the resolution is in respect of insurance, maintenance, financ...
	a) all tenants who have been assigned the right to vote under s. 147 or 148;
	b) all mortgagees whose mortgages give them the right to vote, if the resolution is in respect of insurance, maintenance, finance, or other matters affecting the security of the mortgage, and if they have given at least three days’ written notice of t...
	c) under s. 56, persons holding proxies for one of the above with respect to the resolution; and
	d) court appointed voters under s. 58.
	a) the strata corporation has 10 or more strata lots;
	b) dissenting votes total less than five percent of the strata corporation’s votes, or no more than one strata lot, whichever is less; and
	c) the owners pass a ¾ vote resolution authorizing the court application.
	Strata Property Act   SBC Chap. 43


	Depreciation Report
	Strata Property Regulations
	Contingency reserve fund contribution in first annual budget
	Depreciation Report



<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /None

  /Binding /Left

  /CalGrayProfile (Dot Gain 20%)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Error

  /CompatibilityLevel 1.4

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages true

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.0000

  /ColorConversionStrategy /CMYK

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams false

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo true

  /PreserveCopyPage true

  /PreserveDICMYKValues true

  /PreserveEPSInfo true

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments true

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Preserve

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 300

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 300

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.50000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /ColorImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 300

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 300

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.50000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /GrayImageDict <<

    /QFactor 0.15

    /HSamples [1 1 1 1] /VSamples [1 1 1 1]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 30

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 1200

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.50000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile ()

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<



    /BGR <>

    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>

    /GRE <>



    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)

    /HUN <>

    /ITA <>

    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>

    /RUM <>

    /RUS <>

    /SKY <>

    /SLV <>

    /SUO <>

    /SVE <>

    /TUR <>

    /UKR <>

    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)

  >>

  /Namespace [

    (Adobe)

    (Common)

    (1.0)

  ]

  /OtherNamespaces [

    <<

      /AsReaderSpreads false

      /CropImagesToFrames true

      /ErrorControl /WarnAndContinue

      /FlattenerIgnoreSpreadOverrides false

      /IncludeGuidesGrids false

      /IncludeNonPrinting false

      /IncludeSlug false

      /Namespace [

        (Adobe)

        (InDesign)

        (4.0)

      ]

      /OmitPlacedBitmaps false

      /OmitPlacedEPS false

      /OmitPlacedPDF false

      /SimulateOverprint /Legacy

    >>

    <<

      /AddBleedMarks false

      /AddColorBars false

      /AddCropMarks false

      /AddPageInfo false

      /AddRegMarks false

      /ConvertColors /ConvertToCMYK

      /DestinationProfileName ()

      /DestinationProfileSelector /DocumentCMYK

      /Downsample16BitImages true

      /FlattenerPreset <<

        /PresetSelector /MediumResolution

      >>

      /FormElements false

      /GenerateStructure false

      /IncludeBookmarks false

      /IncludeHyperlinks false

      /IncludeInteractive false

      /IncludeLayers false

      /IncludeProfiles false

      /MultimediaHandling /UseObjectSettings

      /Namespace [

        (Adobe)

        (CreativeSuite)

        (2.0)

      ]

      /PDFXOutputIntentProfileSelector /DocumentCMYK

      /PreserveEditing true

      /UntaggedCMYKHandling /LeaveUntagged

      /UntaggedRGBHandling /UseDocumentProfile

      /UseDocumentBleed false

    >>

  ]

>> setdistillerparams

<<

  /HWResolution [2400 2400]

  /PageSize [612.000 792.000]

>> setpagedevice



